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The AICPA is building a database of cases
covering the topic of Quality of Earnings,
and we invite your participation in this
project. Compensation is available for
writing a case, provided the author complies
with the guidelines set out below.
The term quality of earnings refers to
the degree of conservatism in a company’s
reported earnings. Indicators of high
earnings quality include, but are not limited
to, the following:
1. Conservative revenue recognition
methods.
2. Quick write-off of acquisition goodwill
and other intangibles.
3. Transparent and adequate disclosures.
4. Limited use of off-balance sheet
financing techniques.
5. Conservation assumptions used for
post-retirement benefit obligations.
6. Nonrecurring items (restructuring
charges, asset impairments, discontinued
operations, extraordinary items, changes
in accounting principles, changes in
estimates).
7. The use of originally reported versus
restated date (related to acquisitions and
divestitures).
8. The effect of alternative accounting
principles.
In recent years, the SEC has questioned
many companies about issues relating to the
quality of their earnings, and several of these
situations have received significant attention
in the press. Our goal in collecting these
cases is to provide education to financial
statement preparers, auditors, users and
others on some of the management issues
that arise and the executive suite dilemmas
that accompany many of the high-profile
cases. The cases will be used in AICPA
education programs, and will also be
downloadable from the Web to be used in

education at the undergraduate, graduate,
executive and professional levels.
Cases should be prepared in a manner
that will present all relevant facts to the
reader concluding with the question “what
would you do?” As an educational tool, we
believe this is best accomplished by
creating a dialogue between a number of
fictitious characters acting out key roles in
the company. Further details follow:
• Cases must present common managerial
dilemmas. We encourage cases to be
based on actual events but with fictitious
names in a style similar to the cases in the
Harvard Business Review. Cases should
present the business issues (i.e.,
bankruptcy, meeting analysts estimates,
deferring revenue, expense deferral, etc.)
to help put the reader in the role of
management. What was the management
faced with? What was the environment?
What was the regulation involved, if any?
• The AICPA will solicit analysis from
corporate executives, experts in the
accounting and auditing fields, experts in
business ethics, analysts, and other
experts interested in the quality of
earnings.
• To avoid duplication of content, authors
should submit an outline of the case to
the AICPA in advance. Final manuscripts
must be typed with double spacing, oneinch wide margins and font 10 or 12.
Electronic submission is encouraged.
Deadline for submission is Jan. 31, 2001.
For more information contact Roslyn
Kessler.
212/596-6263

rkessler@aicpa.org
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The Financial Manager as Salesperson: Successfully

Motivate Your Staff
By Ian Cook, MILR, Principal, Fulcrum Associates Inc., Vienna, Va.
By far the single biggest concern I hear from managers I work
with is “How can I get my people to do more?” It’s on every
leader’s mind. Yet so many of them find this motivation thing a
mystery. “Should I get them all worked up and cheering? Hey,
I’m not a Tony Robbins, nor do I want to be.” “Then, how about
Attila the Hun? Sometimes I’m really tempted to use his
approach.” “Anyway, I have some employees who put in the
minimum no matter what I do. How do I turn them around?”
These are very real dilemmas faced by CPAs who are called
upon to lead others. While there is no one easy solution, I think
the closest thing to a single answer lies with the sales profession
al. I invite you now to consider what managers can learn about
employee motivation from the world of sales.
What Salespeople Do Really Well

Did you ever notice where superior salespeople begin their sales
process? They start where the customer or prospect is—cogni
tively, emotionally, even physically! They get into the head of
their customer! How do they do this? They ask a lot of questions
and listen attentively to the answers. The best salespeople have a
refreshing curiosity about:
• the customer’s hopes & dreams (what they want)
• the customer’s fears and concerns (what they don’t want)
• how badly the customer wants to satisfy these needs
Our sales stars then determine whether their product/service
provides a solution for the customer, or whether to refer him or
her elsewhere. If it does, they proceed to link their solution to the
customer’s indicated need(s).
Your employees are similar to your customers. They want
things from their work. Let’s call these benefits. Examples of ben
efits to an employee are money, recognition, opportunity to learn
and advance, balance and challenge. A benefit can also come in
the form of avoiding something they don’t want—a pay cut, being
downsized, boredom, stalling in their career, and so forth.
You are like the salesperson. What you have to “sell” is work
that hopefully will satisfy their needs. In return, you require them
to contribute a certain level of performance results.
Three Lessons for CPA Managers from the World of Sales

Lesson #1 from sales is to find out what your people want from

their job. Get them talking about what they like about their
work and what’s missing for them. Their answers may shift
over time. That is natural. People change and people grow. So
ask them periodically—annually is appropriate—and really lis
ten to their answer. Get to know what excites them, what they
fear and what they long for. Therein lies the clue to how they
can be motivated.
Sales coach Tom Stoyan calls selling “helping your customer
make a buying decision.” Sometimes our employee “customers”
need help. They don’t necessarily know what they want from
their work and career. You may well be the first person (at least,
since their high school career counselor thirteen years ago) to
raise this issue: What do you really want from your work? You
may have to facilitate their thinking process: “What do you
want?” “Uh, I dunno. More money, I guess.” “OK, money. And
what else do you want?”
I often use powerful-question format from the work of
Minneapolis consultant Bill Stockton. What is missing in your
job (you could substitute the word work or career or even life, for
that matter) that, if present, would make this a phenomenal job
for you? This question is powerful. It invites the other person to
think positively and identify possibilities, rather than just com
plain about “what's wrong” with their job situation.
Lesson #2 is to find out how badly they want what they have
identified as benefits to them. This is the commitment issue. If
they don’t really want these benefits or are not willing to put out
effort to get them, then there is little potential for them being
motivated in their current work.
Finally, lesson #3 is to work with the individual to make the
job, where possible, into one that meets their needs. It may involve
interesting projects, taking on new tasks, greater responsibility,
keeping one’s current financial knowledge on the cutting edge,
better work/life balance, a higher profile, different compensation
arrangements, coaching for future career moves, and so on.
Most people will be motivated to perform once they perceive
a clear link between their effort and the outcomes they truly
value. This is when you truly make your “sale!”

For more information on leadership and employee effectiveness
issues, contact Ian at 888/385-2786 or ian@fulcrumai.com.

Published for AICPA members in internal audit. Opinions expressed in this CPA Letter supplement do not necessarily reflect poli
cy of the AICPA.
Pamela Green
John Morrow
Ellen J. Goldstein
supplement editor, project manager
Vice President, New Finance
CPA Letter editor
212/596-6034; fax 212/596-6025
212/596-6085
212/596-6112
e-mail: pgreen@aicpa.org
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Find Best Practices in the Strategic Management Series
Key challenges facing financial managers today are presented
and examined in the Strategic Management Series along with
best practices for implementing solutions. The 8-volume loose
leaf Series comprises the most comprehensive set of strategic
management tools available for advancing your career as a
financial manager and building your organization’s success.
A proven resource for helping accounting and financial pro
fessionals become more valuable strategic partners in the organiza
tion, the Strategic Management Series is comprised of eight criti
cal topic areas, each contained in a convenient loose-leaf binder:
Vol. 1. Strategic Cost Management (#SCT000; $195 member,
$243.75 non-member)
Vol. 2. Performance Measurement (#SPM000; $60/$75)
Vol. 3. Customer and Supplier Value Chain (#CSV000;
$135/$168.75)
Vol. 4. Information Technology (#ITN000; $60/$75)
Vol. 5. Treasury Management (#TMG000; $45/$56.25)
Vol. 6. Change Management (#CMG000; $120/$150)
Vol. 7. Management Control (#MCN000; $60/$75)
Vol. 8. Stakeholder Reporting (#SRP000; $105/$131.25)

Ordering the entire 8-volume Series (#SMS000; $520/$650)
is the best way to acquire a comprehensive collection of guid
ance to help you and your company succeed in an intensely
competitive business environment. To order, call 888/777-7077.
The Strategic Management Series represents a major col
laborative effort between the AICPA and CMA-Canada.

Highlights of Volume 1—Strategic Cost Management

Volume 1 on Strategic Cost Management (#SCT000; $195/
$243.75) focuses on the concepts and techniques related to the
analysis of financial information and how this information is
applied to the strategic direction of your organization’s prod
ucts and services. Best practices in this volume include guid
ance on:

. New! Next Generation Enterprise. This just-added section
covers the new market forces taking place in the creation,
production, and distribution of products and services.
Described are the strategies of agile enterprises and guidance
on the development of infrastructures required to achieve
organizational objectives in these new enterprises.
Also included in Volume 1 are:
• Redesigning the Finance Function
• Adopting and Implementing Shared Services
• Implementing Process Management: A Framework for Action
• Implementing Business Process Redesign
• Developing a Comprehensive Competitive Intelligence
• Becoming a Time-Based Competitor
• Implementing Just-in-Time Production Systems
• Agile Competition: The Emergence of a New Industrial Order
. Measuring the Cost of Capacity
• Implementing Target Costing
• Implementing Benchmarking
• Tools and Techniques for Effective Benchmarking Studies
• Implementing Activity-Based Costing

Unsystematic Risk and Valuation (Part I)
By Warren D. Miller, MBA, CPA-ABV, CMA, Beckmill Research, Lexington, Va.
The value of a company varies directly with its level of prof
itability and expected growth (in cash flow) and inversely with its
risk. In our work in the mid-market, we see clients obsessively
focused on the former two while too often leaving the latter to
chance. All things being equal, reduce the risk in your business,
and you will increase its value.
Risk

Financial economics divides risk into two components: systematic
and unsystematic. Shannon Pratt offers an elegant delineation:
Stated in nontechnical terms, systematic risk is the uncer
tainty of future returns owing to the sensitivity of the
return on the subject investment to movements in the
returns for a composite measure of marketable investments.
Unsystematic risk is a function of the characteristics of the

industry, the individual company, and the type of investment
interest.1
For a publicly held company, systematic risk comes in the
form of beta, the factor by which “excess return” (over and above
the risk-free rate) is multiplied, with the product then added to the
risk-free rate to estimate the cost of capital for that company.
Variability in a company’s rate of return—[dividends + capital
appreciation]/its stock price—is compared to variability in the rate
of return on an underlying market index (the S&P 500 and the
NYSE Index are the two most common). The result is a proxy for
systematic risk.
By definition, beta for the underlying index is 1.0. A stock
with a beta greater than 1 is more volatile, and thereby presumed to
be more risky, than the underlying index. Therefore, if the beta for
a given security is, say, 1.2, then its price would be expected to rise
continued on page D4

From Cost of Capital: Estimation and Applications by Shannon P. Pratt (New York: John Wiley & Sons, Inc., 1998), p. 71. This little gem should be required reading for
all CPAs.
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continued from page E3—Unsystematic Risk and Valuation

more than any increase in the broad market measure and fall by
more than any decrease in that measure. Conversely, if beta is less
than 1, the stock is less risky, and its price less volatile than the
benchmark index.
Where unsystematic risk is concerned, financial economists
assume away the problem. That is, by their explicit assumption
(which underlies the capital asset pricing model [CAPM] in its
purest form) that rational investors hold perfectly diversified
portfolios, they have eliminated unsystematic risk.
But for CPAs in both industry and public practice, unsys
tematic risk is real. We deal with it every day, with employers,
with clients, and in our own businesses. Let’s briefly lay the
foundation for a broader discussion of risk.2
Types of Unsystematic Risk

Unsystematic risk has four sources: the size of the firm, its
“macroenvironment,” its industry (or strategic group), and the
company. Let’s talk about each of these briefly.
Size—Two ongoing studies3 monitor the impact of “the size
effect” on rate of return. Though they use different methodolo
gies and overlapping sampling populations, their conclusions are
identical: the smaller the company, the greater the risk. Of
course, any population has “statistical outliers” which are the
exception. But the inverse relationship between size and risk is
the thing to remember.
External Sources—There are two of these: a more-remote,
less-susceptible-to-management’s-influence set called the
macroenvironment and a more-immediate, more-conducive-to
managerial-manipulation set called the industry. The macroenvi
ronment comprises six forces (economic, technological, sociocul
tural, demographic, international, and political) with subforces
beneath each.4 For most companies, their best action is to monitor
these forces in order to minimize surprises. Except for technologi
cal innovation, their ability to influence these forces is minimal.
For its part, the industry is made up of five forces: the threat of
new entrants, bargaining power of suppliers, bargaining power of
customers, threat of substitutes, and rivalry.5 Unlike macroenviron
mental forces, industry factors can be influenced by the purposeful
actions of insightful managers. It takes savvy, persistence, time,
and often some luck, but it can be done.
For companies that don’t compete industry-wide, which
includes most closely held businesses, the term strategic group
describes how a smaller company’s “industry” is defined. Porter’s
five forces are the same, whether for an industry or for a strategic
2Readers might also be interested in what is currently expected to be a six-part
series, “Assessing Unsystematic Risk,” appearing in a companion quarterly
newsletter from AICPA, CPA Expert. Three installments have appeared:
“Assessing Unsystematic Risk” (Summer 1999, pp. 1-5), “Assessing
Unsystematic Risk: Part II—The Macroenvironment” (Winter 2000, pp. 1-5), and
“Assessing Unsystematic Risk: Part III—Market Structure” (Fall 2000, pp. 1-5).
3See Stocks, Bonds, Bills & Inflation—2000 Yearbook (Valuation Ed.) from
Ibbotson Associates, Chicago, and the PricewaterhouseCoopers Risk Premia
Study conducted by Roger Grabowski and David King of PWC’s Chicago office.
SBBI has hard data going back to 1926 and is updated annually. The GrabowskiKing studies are also updated annually; they go back to 1963, use eight measures
of company size (SBBI uses only one, market value of equity), and include
Nasdaq and AmEx companies (SBBI uses NYSE firms only). For more, see:

group. It’s merely the scope of the group that is smaller. There can
be many strategic groups within an industry.
So, with six forces in the macroenvironment and five more at
the industry (strategic group) level, a company faces eleven
sources of external risk. These comprise the “OT” (Opportunities
and Threats) of what business schools call “SWOT analysis.”
The Company—The twelfth source of risk to a company is
the company itself. Shades of “we have met the enemy, and she is
us!” from the Pogo comic strip fifty years ago. It’s ironic, but
true: The company is often its own worst enemy. Whether it’s
clinging to outdated notions of what the future of public account
ing will be (many CPAs continue to believe that assurance and
tax services are the wave of the future), or to head-in-the-sand
beliefs that the electric-utility industry is going to become com
petitive (it will, and pretty soon), or archaic rules of thumb (I still
know people in oil-patch states who believe that the price of one
barrel of crude oil equals 13 MCFs of gas, despite the fact that, at
this writing, oil sells for $30.86/barrel, and gas is at $5.01/MCF),
folks will, in the words of Will Rogers, “believe things that ain’t
true.” Those belief systems slowly ripple through a company like
a creeping cancer. Sooner or later, even a healthy economic entity
is on life-support systems. One way to avoid this is to keep key
people externally focused.6
Closing Words

The good news for CPAs and managers is that the risk, which is
the easiest for them to control—the company level—is the most
important. A company in an industry with lousy fundamentals
(defined as hostile forces in the macroenvironment, the industry,
or both) can deliver superior performance if it can develop appro
priate internal strengths and weaknesses (the “SW” in SWOT
analysis). The long-term performance of Southwest Airlines and
Nucor Corp. are but two examples of sterling managements in
industries whose underlying economics are often unattractive.
In our next column, we’ll discuss how unsystematic risk plays
out in the cost of capital and in valuation multiples. Stay tuned!

Warren Miller, MBA, CPA-ABV, CMA, is the co-founder
of Beckmill Research, Lexington, Va. He is a former CFO
and strategy academic. He welcomes questions and sugges
tions for topics for future columns. Please forward those to
him via e-mail at wmiller@beckmill.com or 540/463-6200.

http://valuation.ibbotson.com/Risk_Premia/price_waterhouse.asp.
4 See Macroenvironmental Analysis for Strategic Management by Liam Fahey and
V.K. Narayanan (St. Paul: West Publishing Company, 1986), p. 29, and Strategic
Management: Competitiveness and Globalization (3rd Ed.) by Michael A. Hitt,
R. Duane Ireland, and Robert E. Hoskisson (Cincinnati: South-Western
Publishing Company, 1999), pp. 50-60.
5From “How Competitive Forces Shape Strategy” by Michael E. Porter (Harvard
Business Review, May-June 1979, pp. 137-145). The follow-up book appeared in
1980, Competitive Strategy: Techniques for Analyzing Industries and Competitors
(New York: The Free Press). In 1998, Porter wrote a new introduction for this
landmark book.
6See “The Grim Reapers of High Growth and Internal Focus” in this same supple
ment of the CPA Letter, September 2000, pp. D2-D3.

